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CHAMNGE IN POWER GENERATION GAS DEMAND
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CHANGE IN RESIDENTIAL GAS PRICE
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Matural Gas Price Effects of Energy Efficiency and Renewable Energy Practices and Policies, ACEEE

CHANGE IN COMMERCIAL GAS PRICE
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CHANGE IN INDUSTRIAL GAS PRICE
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CHANGE IN POWER GENERATION GAS PRICE
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Matural Gas Price Effects of Energy Efficiency and Renewable Energy Practices and Policies, ACEEE

CHANGE IN RESIDENTIAL GAS CONSUMER COSTS

Millions of $

2004 2005 2006 2007 2008
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CHANGE IN COMMERCIAL GAS CONSUMER COSTS

Millions of §

2004 2005 2006 2007 2008
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CHANGE IN INDUSTRIAL GAS CONSUMER COSTS
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CHANGE IN POWER GENERATION GAS CONSUMER COSTS

Millions of $
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Natural Gas Price Effects of Energy Efficiency and Renewable Encrgy Practices and Policies, ACEEE

Appendix C-Changes in Natural Gas Co nsumption, Price and
Expenditures for National EE/RE Scenario

The result for the base-case and the four policy scenarios are available in Microsoft Excel
format on the ACEEE web site ar: hltg:ffaceeg.azggene[gga’g[natgq s-study htm.
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Addendum A: Synapse Energy Economics Comments
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Introduction

The Ratepayers tor Affordable Clean Energy (“RACE”) requested that Synapse Energy
Economics, Ine. (“Synapse™) review the California Public Utilities Commission's
{~Commission™) Order Instituting this proceeding and the proposals expected to be
submitted by Pacitic Gas and Electric Company (“PG&E™). Southern California Gas
Company (~SoCalGas™), San Diego Gas and Electric Company (~SDGE&ET). and
Southwest Gas Corporation, (hereinafier “California’s natural gas utilities”) RACE also
requested that Synapse evaluate whether the Commission should pre-approve full cost
recovery of contracts between the natural gas utilities and liquid natural gas ("LNG™)
suppliers and the costs of interconnecting their systems with LNG facilities,

This report presents Synapse’s comments on the Phase | Proposals submitted by the
natural 2as utilities and identifies a number of actions the Commission should initiate to
assure that in coming years there will be adequate supplies of natral gas in Calitornia at
reasonable rates and with the lowest possible environmental impact.

Synapse Energy Economics

synapse Energy Economics, Inc. provides research, testimony. reports and regulatory
support to consumer advocates. environmental organizations, regulatory commissions,
state energy offices, and others, The company was founded in May 1996 10 specialize in
consulting on electric indusiry issues,

We assess the many public policy implications of eleciricity industry planning. regulation
and restructuring, with an emphasis on consumer and environmental protection. Our
work covers various inter-related issues pertaining o restructuring, such as market
power. stranded costs, performance-based ratemaking. reliability, mergers and
acquisitions. divestiture plans, energy efficiency, renewable resources, consumer
aggregation, power plant economics, environmental disclosure, and regulation of
distribution companies. Cur research frequently incorporates economic analyses and
computer modeling of electricity ceneration facilities.

Synapse works for a wide range of clients throughout the US, including Attorneys
Gieneral, Offices of Consumer Advocates, Public Utility Commission staff, a variety of
environmental groups, foundations, the Environmental Prolection Ageney. the
Department of Energy, the Department of Justice, the Federal Trade Commission, the
National Association of Regulatory Utility Commissioners, and others.

Additional information regarding Synapse Energy Economics. its qualifications, staff,

Conclusion and Recommendations

The Commission should not adopt the fundamental changes in traditional gas ratemaking
policy presented in the Phase 1 Proposals submitted by the natural gas utilities that would
allow for pre-approval of cost recovery for capacity acquisitions mvelving supplies from
proposed LNG facilities and for the costs of building interconnections with such

Page 2
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facilitics. In general, there should be no guaraniees ol full rate recovery of gas utility
capacily acquisitions or related interconnection investments in the absence of:

. a showing that the utility explored and considered all reasonable supply and
demand side alternatives, including energy efliciency and the use of renewable
CNErgy SOurces?

. a showing that the utility vsed a methodology that recognizes both the economic
and environmental benelits and costs of such allematives: and

. a showing that the proposed new resources are absolutely essential Tor reliable
service and are clearly and materially superior on a societal least cost basis.

These required evaluations should take into account the economic benefits that reduced
consumption provides by reducing the market power of gas and electricity suppliers,
tempering volatility of gas and electric market prices, and reducing clearing prices in gas
and electric markets, especially at times of highest prices.

Therefore, in place of approving regulatory changes proposed by the natural gas utilities,
the Commission should expeditiously initiate a zas integrated resource planning process
that would include participation by a broad range of stakeholders, In addition, the
Commission should work with the California Energy Commission ("CEC™) (1) 1o ensure
that comprehensive California-specific analyses of cosi-effective gas energy efficiency
measures are completed expeditiously and (2} to dramatically increase funding of gas
energy elficiency programs and related efforts regarding improving building and
appliance standards. The appropriate regulatory policies lor addressing the issucs raised
by the Commission in the Order Instituting Rulemaking ("OIR™} in this proceeding
cannot be determined without considering the potential for such cost-efTective gas energy
cliciency measures and without resolving the related questions on energy efficiency
being addressed in Rulemaking (1-08-028.

The Commission also should work with the CEC to ensure that California’s aging power
plants are either repowered or replaced by more efficient generating facilities.

Finally, the Commission should ensure that there are strong affiliate iransaction rules in
place to covern nezotiations and interactions between the California natural gas utilities
and any affiliates supplying LNG,

Summary of Comments

The above conclusion and recommendations are based on the following comments:

Comment No. | = California’s natural gas utilities have requested substantial and
significant changes in traditional ratemaking and regulatory oversight
of capacity acquisition and investment decisions.

Comment No. 2 - The natural gas utilities have provided no evidence that the
fundamental changes in regulatory policies and oversight that they have
proposed are needed or will provide benefits for ralepavers.

Page 3
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Comment No. 3 - The gas utilities” proposals would allow for only minor stakeholder
input or review of their gas capacily acquisition decisions.

Comment No. 4 - The Commission should not be rushed inio approving by this summer
the fundamental changes in natural gas rezulation that have been
proposed by the natural gas utilities.

Comment No, 5 - Portfolio Management is the appropriate approach for securing
adequate supplies of natural gas at reasonable rates.

Comment No. & - Commission oversight is critical to achieving the goals of portfolio
I'I'IKII13"._'.CII"IL'II[.

Comment No, 7 - Conservation and renewable energy should be the cornerstone of
California’s plan for meeting future natural zas needs.

Comment No, 8 = The future demand for natural gas can be signilicantly reduced through
the Implementation of more extensive electric energy efficiency
programs and the Acceleration of the state’s Renewable Portfolio
Standard from 2017 to 2010

Comment Mo. 9 = Future natural gas demand also can be reduced significantly by the
repowering or retirement of California’s aging power plants.

Comment Mo, 10 - There is a significant potential for reducing both core and non-core
natural gas demand.

Comment No. 11 = PG&E’s proposal that ratepayers continue to pay for existing facilities
that are used less due to the addition of new supply sources or system
capacily is contrary to established regulatory policy.

Methodology

Synapse has reviewed in detail the Commission’s OIR and the proposals submitted by the
natural gas utilities. Synapse also has reviewed the projections of future electricily and
natural gas supplies and demands prepared by the natural gas utilities and the CEC. In
addition, Synapse has reviewed the assessments, by the CEC and others. of the potential
for electricity and zas demand reductions through increased funding of efficiency
proarams and acceleration of the state’s Renewable Portfolio Standard.,

This Report also relies on the results of earlier Synapse work including, most particularly,
analyses of the benefits of repowering older. inefficient power planis': reviews of
electricity supplies and demands in the Desert Southwest and WECC: madeling studies
of the interconnected WECC system as part of the development of a plan for the
implementation of energy efficiency and renewable resources in seven Interior West

For example, see the testimony of David Schlissel in Cases 90-F-1627 and 00-F-1356 before the
B Yaork State Board on Electric Generation Siting and the Environment.

For .:wc.'mlpli,', see the IL‘$|iIIIlIIII\. of David Schlisse] in Arizona Public Service Commission Dockets
Mos, E<01 3454010822 and E-01345A.03-0437.
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states’; and a study on the need for, the benehits of. and the development of portiolio
s . - 1
management strategies for procuring electricity resources.

Comment No. 1: California’s natural gas utilities have requested
substantial and significant changes in traditional ratemaking and
requlatory oversight of capacity acquisition and investment decisions.

In their Phase | proposals the California Natural Gas Uiilities have requested substantial
chianges in the Commission’s established ratemaking practices and policies related to cost
recovery and the oversight of the natural gas capacity acquisition and investment

decisions,

PG&E

PGEE has proposed that all pipeline, storage and LNG contracts falling within a
Commission-approved Capacity Commitment Range would be pre-approved for cost
recovery,. PG&FE proposes to hold firm annual interstate and intrastate transportation
capacity between 1000 MDih'day and 1200 MDih/day.” During the summer months,
PGEE would hold between 730 and 830 MDth/day of intrastate capacity, PG&E also
would hold between 40 and 46 MMDth of storage capacity, which is hizgher than its
current storage inventory holding of 33,5 MMDih,

PG&E emphasizes that all commitments within this pre-approved Capacity Range would
be deemed reasonable and fully recoverable in rates for any ol the following:

. Any existing interstate, intrastate, and storage capacity:

. Individual interstate, intraslate, storage capacity, and LNG supply contracts with
terms ol three vears or less;

. Indlividual interstate, intrastate. storage capacity. and LNG supply contracts with
terms ol more than three years and quantities less than or equal to 100 MDth/day
or 3 MM Dth of storage: and

. Interstate, intrastate, storage capacity, and LNG supply maintained by the exercise
ol ROFR options (in response (o other shippers” bids) or everareen terms.”

For capacity commitments that fall outside of these terms, and for all capacity in excess
of PGEE"s current holdings that would be acquired initially 1o meet the standards

A .I'fufrrn._-u.H-'m-rj.g- .f"hm_,rur' fire lveriar [Wess, l'(:rlhmming, pr:_'p.'lrcrl by S}'I'I:![ISL'. Westerm
Resources Advocates and Tellus Institule for the Hewlett Foundation.

Pargfodioe Mamagemens: How o Procere Eleciriciiy Resomeces ra Peovide Relighfe, Low=Cosy, and
Eficiem Eleciriciny Services o Al Reail Cosionters,” prepared for the Regulatory Assistance
l‘m_i-.m and the Ener oy Foumndation, Ociober 20003

Pl § Proposals ad Dara Response r:-,f'fﬂ‘.i"mm.fl,’m Pacific Cas amf Electrie Comparry, dated
February 24, 2004, at page 10.

Thid, an page 8.
Ibvid.. o page 12,
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established by the Commission, PG&E proposes (o file an Expedited Capacity Advice
Letter after consultation with the ORA, TURN, and the Enerzy Division.” PG&E's
proposed Expedited Capacity Advice Letter procedure would allow ten days for protests
and comments and three days Tor replies, and would seek Commission approval within 21
days of the filed date. However, PG&E does not specify the precise nature of this
“consultation with the ORA, TURM and the Energy Division™ and whether it would
require approval from some or all of these organizations before it sought Commission
approval.

PG&E also proposes that utilities be deemed in compliance with the pre-approved
Capacity Range it the range is not exceeded for a cumulative period of six months in any
Y-month period.” Consequently, under PG&E’s proposal, it could exceed the pre-
approved Capacity Range for 29 months of any 36-month period and still be deemed to
be in compliance with the pre-approved Range.

In addition, PG&E proposes a policy change in that currently, PG&E requires intersiate
pipelines and third-party storage providers to build their own facilities to PG&E"s system
and pay PG&E for its costs to build the mterconnect and related system changes. This
policy would be changed so that PG&E would build the facilities necessary 1o transport
the 2as from the LNG facility (or another utility"s or pipeling’s facilities interconnected
1o the LNG facility) to PG&E s existing gas transmission and distribution network."”

PG&E further proposes that it it needs to build new intrastate facilities 1o connect o a
new supply source. such as an LNG terminal. the certificate approval process must
suarantee recovery of all ot its reasonable costs. This change would modify or eliminate
the requirement in Public Utilities Code Section 1003.5 that. for prajects expected o
exceed $50 million in cost, the Commission must specify a maximum reasonable and
prudent cost for the facility, subject to revision for reasonable additional costs."!

Finally. PG&E proposes that ratepayers continue to pay the costs of any existing PG&E
transmission or storage facilities that are being used less due 1o the addition of new
supply or capacity.'”

SoCalGas/SDG&E

SoCalGas and SDG&E have submitted capacity acquisition pre-approval proposals that
were in many ways similar to PGEE"s proposals.

SoCalGas proposes hold firm interstate capacity within a Commission-approved
Transportation Capacity Commitment Range that averages between 80 percent and 110
percent of the forecasted core procurement portiolio”s average temperature year daily
demand during non-winter months and averages an amount between 90 percent and 120

Iid. a1 paze 12,
Ihid, at page 11.
Ibid, at page 15,
paze 16
e ESa2,
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percent of this demand during the winter months.”” After consultation with the ORA,
TURMN, and the Energy Division, and with ORA"s approval, interstate capacity
commitments within this Commitment Range would be deemed reasonable and fully
recoverable in rates in the event that any one of the following criteria is satisfied:

. Interstate capacity contracts with terms of more than three vears and quantities les
than or equal to 100 MMcld: or

. Interstale capacity contracts acquired by the exercise of ROFR options in
response 1o posted bids by other shippers.

Multiple contracts with substantially similar material terms {i.e.. price, contract term, and
receipt and delivery points) on one pipeline would be aggregated 1o determine

5 i ShE % B % i . s 14
compliance with the limits of the Authorized Capacity Commitment process,

Like PG&E., SoCalGas proposes an expedited Capacity Advice Letter approval process
for commitments outside the limits of the Authorized Capacity Commitment process.

SDGE&E"s proposal is almost exactly the same as that of SoCalGas. The only difference
is that SDG&E proposes that interstate capacity commitments be deemed reasonable and
fully recoverable in rates if any one of the following criteria is satisfied:

. Interstate contracts with terms of three years or less;

* Interstate contracts with terms of more than three years and quantities less than or
equal to 20 MMciid: or

. Interstate capacity contracts acquired by the exercise of ROFR options in
P : ™
response to posted bids by other shippers. '

As in SoCalGas™ proposal, multiple contracts with substantially similar material terms
{1.e.. price. contract term. and receipt and delivery points) on one pipeline would be
agorezated o determine compliance with the limits of the Authorized Capacity

Commitment process,

In addition. SoCalGas and SDGE&E also proposed that the Commission adopt a policy
that to the extent that the benefits to all utility customers ol access (o new gas supplies are
areater than the cost to utility customers, the costs of expanding utility backbone facilities
necessary 1o accommaodate new 2as supplies should be rolled-in to the utilities™ system
wide transportation rate, Below a certain cost threshold. it would be presumed that
benefits exceed costs.” SoCalGas and SDG&E then proposed to roll-in new or expanded

' Propoads af San Dicgo Clas & Electric Company and Southern Caltfornia Gas Conpany, dated
February 24, 2004, al page 30.

Ihid, at page 31,

Ibid, ar page 31.

1hid, at pase 43,

Thid, at pueme 70,
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supply aceess infrastructure costs up o $100.000 per MMefid of added supply capacity,
with a maximum cost for all projects of $200 million.'

soCalGas and SDGE&E also made a number of specific proposals conceming related to
Oitay Mesa access and integration of their iransmission systems."”

Comment No. 2: The natural gas utilities have provided no evidence that
the fundamental changes in regulatory policies and oversight that they
have proposed are needed or will provide benefits for ratepayers.

Apart from some general, unsupported statements about the need 1o move gquickly to
secure access o new cas and a few comments about the shori amounts of time that

v release transactions are posted on a pipeline’s Electronic Bulletin Board. the gas
<" Phase 1 Proposals are devoid of any conerete evidence about why the significant
changes they seek in Commission oversight of procurement decisions are needed or
would be expected o produce benefits for ratepayers.  There is no showing in any of the
Proposals that the utilities” past gas capacity acquisition efforts were hampered in any
way by the existing regulatory scheme. There also is no showing that future capacity
acquisitions would be more difficult or expensive due to the absence of pre-approval for
cost recovery or by a requirement to provide subsequent proof to the Commission that
such acquisitions were prudent under the circumstances.

SoCalGas and SDGEE did present the results of an analysis by the Cambridge Encrgy
Resource Associates ("CERAT) that they claim shows the potential magnitude of
commodity price reductions that are expected 1o result from access to LNG supplies.™ At
Svnapse’s request, RACE requested a copy of the CERA analysis. and the related
workpapers. in order to evaluate the study’s methodology, assumptions and conclusions,
Unfortunately, SoCalGas and SDGEE refused to provide copies of either the requested
analysis or the related workpapers without a non-disclosure agreement.”’ Because such an
agreement could not be negotiated in the short time frame allowed for the preparation of
these conuments, Synapse has not had any opportunity o assess the reasonableness of the
claims made by the companies concerning the CERA report.”

It is easy 1o see why the gas utilities favor their proposals: apart from some unspecified
“eonsultation”™ by TURN, there would not be any meaningful opportunity for
stakeholders other than the ORA and Commission staft 1o question the reasonableness of
their capacity acquisition decisions. At the same time. the gas utilities would not face

Ihid, o page 70,

Ihid. at pages 82 and following.

Proposals af San Diego Gas & Eleciric Compamy and Soushern Califorsia Geas Company, dated
February 24, 2004, al page %

- Responses of SoCalGas and SDGEE 1o Ouestions Moz, 4 and 11 of RACE’s First Daia Requesi.

Sof"alGas and SDGEE alzo objected to another seven of the other fifteen queslions contained in
R ACE"s First Data Request to the companies. PG&E has 1o date filed 1o provide answers 1o any
of the questions subnitted by RACE to that company.
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